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Treasury View on Taxing Overseas 
Allowances 
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STAT 


our man at Treasury, reported 
today that your letter opposing taxation on 
overseas allowances which you sent to the 
Secretary of the Treasury following his raising the 
subject at a Cabinet meeting, was one of the 
best received. It, along with others, helped to 
convince the Secretary not to support such 
taxation proposals. 


While the decision is up to the Congress, 
thought you'd appreciate knowing the Secretary's 
decision and that youar letter was a factor in it. 
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1 August 1977 


The Honorable Michael Blumenthal . 

The Secretary of the Treasury 

Washington, D.C. 20220 - . 

Dear Mike, 

At the Cabinet Meeting on 25 July 1977, you mentioned the 
possibility of legislation which would rescind Section 912 of the 
Internal Revenue Code,,, thereby making allowances paid to overseas 
personnel taxable income to them. I appreciate your raising the 
subject at this level and would like to take this opportunity to 
comment from the CIA viewpoint. - 

During the past two years, there has been significant concern 
in the Agency on the part of management, as well as the employees, 
with respect to this legislation. It would have very serious 
implications for all agencies with personnel overseas, since it 
would mean that employees assigned abroad would thereafter be 
faced with the payment or substantially increased income taxes. 

There are a number of reasons why we feel that a revision 
of the law would be a mistake, and we are-prepared to document 
these in as much detail as necessary. Basically, however, they 
fall into three categories: .--r 

First, the burden, of the change would be borne * ’ . • 
by employees particularly those in' the lower grades, 
and it would then not be possible to persuade employees 
to accept the overseas obligations. Further, the 
short-term impact on complements abroad could be 
devastating, both to morale and to willingness of 
employees to stay abroad. 

Second, there seems to be an assumption that, 
if Section 912 is rescinded, the other committees 
of Congress will increase the allowances to help 
offset some of the taxes the employees will pay. 


yVd : ‘ 
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In discussions with some of the committees, however, 
they have indicated^ that they do not believe that 
the Congress would increase appropriations for this 
purpose. 


And, finally, the requirement to report all of 
these e:xpenditures in the separate pay accounts of 
the thousands of employees, and otherwise facilitating 
enforcement of the n ew law by the Internal Revenue 
Service, would result in an enormously increased 
administrative workload. We believe, in fact, that 
the additional appropriations and increased workload 
would nullify any benefit the Government might other- 
wise realize as a. result of increased revenue from 
the employee/ taxpayers „ 


^ ie CIA is represented on the Interagency Committee on 'Overseas 
Allowances and Benefits, which is still in liaison with the working 
level m the Treasury Department to' assure that all of the related*" 
facts are available to your staff. I sincerely urge that these facts 
be given careful consideration, because our overseas operations will 
b® vitally affected if kev emni mnriuria -t-hn-i- -p-r * i 
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Doubt this needs DCI approval — why not 
tell Mike to prepare notification and you 
will release. DCI's policy postion is in 
hand via his 1 August letter. 


"B. C.'Tivans 


. 4 August 1977_ 

(DATE) 
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TAGS: ALOW 

SUBJECT: RECOMMENDATION ON TAXATION OF ALLOWANCES 

I 

REF: • STATE A-2879; A-2633; A-1593 

1. ON JULY 30 SECRETARY VANCE SPOKE TO SECRETARY OF 
TREASURY BLUMENTHAL. AND SENT HIM A LETTER AND STAFF MEMO- 
RANDUM EXPRESSING STRONG OPPOSITION TO PROPOSAL OF TREASURY 
OFFICE OF TAX POLICY CONSIDERATION OF REPEAL OF SECTION 912 
OF THE INTERNAL REVENUE CODE. HE URGED THAT THE PROPOSAL 
NOT BE SENT FORWARD AS PART OF ANY TAX REFORM PACKAGE AND 
STATED HIS WILLINGNESS TO TAKE UP THE MATTER WITH HIGHEST 
LEVELS IF IT SHOULD BE NECESSARY TO DO SO. 

2. SECSTATE EXPRESSED HIS JUDGMENT THAT THE PROPOSED 
REPEAL OF SECTION 912 EXEMPTING THESE OVERSEAS ALLOWANCES 
FROM TAXATION WOULD HAVE SERIOUS ADVER5E IMPLICATIONS NOT 
ONLY FOR DEPT OF STATE, BUT FOR AL _ OTHER GOVERNMENT 
AGENCIES WITH CIVILIAN EMPLOYEES SERVING ABROAD. HE NOTED 
SEVERE TAX IMPAC T OF PROPOSAL ON STAFF AS WELL AS OFFICER 
LEVEL PERSONNEL. HE ALSO STATED THAT OUR EMPLOYEES MUST 
NOT BE DISADVANTAGED THROUGH TAXATION OF ALLOWANCES WHICH 
REPRESENT REIMBURSEMENT TO THEM FOR THE UNUSUAL COSTS 
ASSOCIATED WITH THEIR OVERSEAS ASSIGNMENT S~ SUCH 

ALLOWANCES SHOULD NOT BE CONSIDERED INCREMENTAL INCOME 
TO EMPLOYEES. 

3. THE SECRETARY REGARDS THIS AS AN EXTREMELY IMPORTANT 
ISSUE AND BE ASSURED THAT EVERY EFFORT WILL BE MADE TO 

KEEP ALL EMPLOYEES INFORMED OF ANY DEVELOPMENTS. CHRISTOPHER 
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the secretary of state 

WASHINGTON 

July^3p, 1977 


7720070 


pear Mike:- . * . 

. . „ ’ “TnT v 25 , you mentioned 

At the Cabinet meeting J taxation of allowances 

« that Treasury was employees overseas 

afp^rof^hfAdministratian's Tax Reform proposals. 

±. mncern to me. The proposed 
This is of tempting these overseas allow- 

repeal of Section 912 ex P g t ser ious adverse 
ances from taxation wou fche Depa rtment of State, but 
implications not on. > aqencies with civilian employees 

for al! other governmen^agenc^^ain the flexibility we 

serving abroad. I administration of our oversea., 

need in the personnel . personnel are not 

■ operations, we t^througS the taxation of allow- 

financially ciisadvantag semen t to them for the 

ances which represent their overseas assignment . 

unusual costs associated with consiflered incremental 

, such allowances should not b fully to the reasons 

• income to employees * £*£ r set forth in the attached 

in opposition to the f l 

memorandum. . 

' ' , urge you not to go forward ^ith^he propose^ 

repeal of the overseas allowa^ j would vian t to take it 

this issue as so impo should be necessary 01 if 

up with the President if it sho 

you should wish me to do -o. , . • 

Sincerely, - - 


MICRCFiuvED 

BY s/: 


!% 


The Honorable 

V; . Michael B lumen thal , . 
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It has been suggested that it is necessary to tax 
the allowances of government civilians overseas because 
we want to treat them in the same manner as employees 
of private industry overseas. The repeal of Section 912 
will not contribute toward equal treatment, when the 
conditions under which each group serves are different 
in so many ways. Nor should it be suggested that 
taxation of military allowances and benefits would 
constitute equal treatment for civilian and military 
personnel. It must be recognized that different crrouns 
with different reasons for being overseas and differing 
needs and responsibilities are involved. That fact alone 
t\ argues for the need for separate treatment and procedures 
V meet the specific needs of each group. 

' < 

The Overseas Differential Act of 1960 (P.L. 86-707) 
which authorizes most of the overseas allowances in 
question, and the House and Senate Reports on the Act, 
clearly show Congressional recognition that service 
abroad entails expenses to employees above those which 
the employees would incur were they stationed in the 
United States. There has never been any intention to 
provide overseas employees with monetary advantages over 
their colleagues who serve at home, except to assure 
equal treatment, as in the case of cost of living payments. 
Many misconceptions exist, both in and out of government, 
as to the true nature of overseas allowances and 
benefits. If unbalanced treatment truly does exist 
between employees serving in the U.S. and abroad, methods 
.of correction short of repealing Section 912 must be' 
found. 

r 

The Inter-Agency Committee on Overseas Allowances 
and Benefits has reviewed the existing structure of 
federal civilian overseas allowances and benefits to 
arrive at recommendations on a comprehensive allowance 
program which would, effectively and equitably, meet 
current requirements for overseas operations. Secretary • 
Vance sent Secretary Blumenthal a copy of the report on 
July 11 emphasizing the former's agreement with the 
conclusions of Chapter 4 - Taxation or Allowances. 


, Since the treatment of allowances for tax purposes 
is an essential element of the entire allowance 
structure, all committee members were asked to comment 
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on the proposed repeal of Sect-fop 912 of the Internal 
Revenue Code. There was agreement by 19 of 20 agencies 
(Department of Treasury abstained on Chapter 4) that a 
flat repeal of Section 912 at this time would be grossly 
inequitable, prejudicial to the operations of the foreign 
affairs agencies, and without significant benefits to 
overall U.S. Government operations. 

A brief review of some of the more significant 
. overseas allowances will show why it would be inappro- 
\ -^priate to subject them to taxation. The essential 
‘ feature of each of these allowances is that it is 
, intended to defray necessary additional expenses 
incurred because of overseas service. With the 
exception of the hardship differential paid to 
employees at unhealthy, dangerous or otherwise less 
desirable posts, which is currently subject to 
taxatio n , none of the allowances a r e~"classTfi ed as 
"premium" allowances. 

The cost-of-living allowance is simply 
an equalizer designed to offset the 
difference between -the cost of living 
at an expensive foreign post of assign- 
ment and in Washington, D. C. It is not 
• _ realistic to expect employees to pay 

additional taxes because prices are higher 
in some parts of tha-world. For example, 
the cost of living for U.S. Government 
civilian employees in Geneva is 50% higher 
than Washington; in Kuwait 35% higher; in ' 

•- Yaounde 30% higher; and in Caracas 15% 
higher. 

.An education allowance is authorized so that 
all parents employed by the Government over- 
seas can provide their children with the : 
level of education which is available to 
all children free in the United States. 

Cle£irly this is not incremental income and 
not properly taxable. 

The quarters allowance is also an offset 
against extraordinary housing expenses 
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wnich 
result 
country, 
utilities 
is $7/480 
$4/730 in 
and $15/350 
of adequate 


oarect 


ii employee encounters as 
of his assignment in a foreign 
The annual tost of rent and 
for a typical GS-13 employee 
m Rome/ $11,330 in Paris, 
Mannheim, $16,720 in Bahrain, 
in Abidjan. 'With shortages 
housing and spiraling rent 


and utility costs at most foreign loca- 
tions, the quarters allowance continues 
to be necessary to assign the right 

person to the right post at the riqht 
time. 


15% 

Office 


’ , I f ° n ® were . to follow the tax methodology of 

of Taf PoliL SM ant Secretary Woodworth of the offic 
of rax Policy to the representatives of State, Agricul- 
ture,. DOD and CIA who met with him, the increase S 

.bJ X 5 |r °n Rome P1 ?oo- G? " 1 D e, T plo y ee serving abroad would 
r e . 5 . m Rome, 102* m Pans, 34% in /Mannheim n 

Bahrain, and 156% in Abidjan, with no inc^ejse'in dL- 
posable income with which to pay it. 
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NO. 


DDA 77- 4246 


DATE 


26 July 1977 


Central Intelligence Agency 


Office of the Deputy Director 


"To DCI 

"You requested this type 
letter at the Monday, 25 July, 
staff meeting. 


/s/Jack Blake" 


COMMENTS (Number each comment to show from whom 
to whom. Draw a line across column after each comment.) 


For your information, the 
Interagency Committee for 
Overseas Allowances and Bene- 
fits will be meeting this 
Thursday (28 July) with 
Treasury Department officials 
at the staff level and once 
again try to persuade them in 
our direction. 

This paper has been coor- 
dinated with the Office of 
Legislative Counsel. 
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FROM: v \w, 

Michael J. Malanick . 

Acting Deputy Director for Administration 


TO: (Officer designation, room number, and 
building) 


O ' 
ADDCI 


- 2 . 




4 . 


h jiu. • 


6., 


0 


DATE 


^ AUG 1377 


<r 


FORWARDED 



7 . 


17 'Tt:. . - • / / ^ 

« ‘ Vi '/3 ■ • 
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EXTENSION 


OFFICER'S 

INITIALS 


NO. 


DDA 77-4419 


DATE 


3 August 197 


COMMENTS (Number ec.-rV commer.f to show from whom 
to whom.. Draw a line across column after each comment. } 


Attached for your information 
are (a) a copy of a book cable from 
the State Department to all their 
posts which explains what the 
Department is doing vis-a-vis the 
tax reform package ; and , (b) a copy 
of the final version of the Secre- 
tary of State’s letter to the 
Secretary of Treasury. Please note 
the final para-: .*aph of his letter, 
which states, M regard this issue 
as so important that I would want 
to take it up with the President 
if it should be necessary ” 

Subject to } out approval, and 
with the .concurrence of the DDjQ, 

1 would like to send out ‘"not .idea- 
tion to all our field stations of 
the existence of State’s book cable 
and the Vance letter and, further, 
quote the Director's Letter to 
(^Secretary of Treasury. In addition,) 
you. Admiral Turner, may wish to 
refer to the position you and the 
Secretary of State have taken on 
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